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Managing the Budget ProCESS e ek singsey

The budget is an estimate of the ex-
penses to be incurred during the fiscal
year and the revenues available to
meet these expenses. In many com-
munities, the combined effect of
changing demographics and limited
revenues makes it increasingly difficult
to fund desired local government serv-
ices. This, coupled with a heightened
public awareness that government
must be accountable for how it spends
tax dollars, puts added pressure on
communities to allocate and control
spending effectively. In this context,
the budget must be more than a list of
numbers. It must clearly articulate the
challenges facing a community and
the programs and financial policies de-
signed to meet these challenges. In
the article that follows, we will discuss
a team approach to preparing sound
revenue estimates and suggest some
financial policies that communities
should consider during the budget
process.

Responsibility for preparing the munic-
ipal budget varies across the state de-
pending on a community’s form of gov-
ernment. In municipalities with
centralized governments, the budget
is generally prepared by the executive
branch (i.e., mayor, selectmen or man-
ager). In decentralized governments,
however, responsibility for budget
preparation often rests entirely with the
volunteer finance committee. Regard-
less of how your community is orga-
nized, the onset of another budget
season is a good time to review finan-
cial policies and evaluate the effective-
ness of your community’s process.

One of the first things to look at is the
manner in which financial information
is collected and distributed among the
town’s key policy-makers. Making
good financial decisions, with realistic
estimates of revenues and expendi-
tures, involves synthesizing innumer-
able pieces of information into the bud-
get document. For example, court
judgments, state and federal legisla-
tive changes, deficits from the prior
year, or unforeseen emergency capital
needs can all affect budget planning.

Budgets implicitly
establish communities’
financial policies

With numerous boards, committees
and officials each possessing a piece
of the puzzle, the challenge is to imple-
ment an efficient, ongoing process to
collect this information.

One approach is to establish a finan-
cial management team of key officials
that will meet on a regular basis. In a
centralized government, this is readily
accomplished via monthly meetings of
department heads convened by the
administrator or manager. In a decen-
tralized government, establishing a fi-
nancial team may depend on enlisting
the cooperation of many elected offi-
cials. In this environment, it may be
beneficial to enact a by-law which pre-
scribes the composition and role of the
financial team. At a minimum, the team
should play a strong role in developing
revenue estimates, providing estimates
of fixed costs (e.g., debt service,

health insurance and retirement costs)
and coordinating day-to-day financial
operations.

Since the passage of Proposition 2%/2,
municipal budgets are revenue driven.
In other words, revenue estimates
must be completed as a first step to
provide a frame of reference for evalu-
ating budget requests. Once the pre-
liminary revenue estimates are com-
pleted, they may be presented in a
meeting with policy-makers (select-
men, finance committee and school
committee) and other interested parties
so that underlying assumptions can be
reviewed and understood by all key of-
ficials. Developing consensus about
the community’s spending limits early
on in the process will focus the debate
more clearly on determining spending
priorities and setting financial policies.
Based on the revenue estimates, budget
request guidelines can be developed

continued on page seven []
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in Our Opinion

Nursing Home

Chatritable Exemption

Can a M.G.L. Ch.156B for-profit corpo-
ration receive, under certain circum-
stances, a charitable exemption on
real estate and personal property? The
Massachusetts Appeals Court recently
answered this question in the affirma-
tive in the case of H-C Health Services,
Inc. v. Board of Assessors of South
Hadley, 42 Mass. App. 596 (1997).

The operators of two nursing homes in
South Hadley applied to the assessors
for exemption from local taxes for fiscal
years 1992 and 1993. Exemption was
claimed under M.G.L. Ch.59 Sec.5
Cl.3. That statute exempts the real and
personal property of a charitable orga-
nization. The assessors denied their
applications since the taxpayers were
organized as business corporations
under M.G.L. Ch.156B. When the tax-
payer appealed to the Appellate Tax
Board (ATB), total abatements were
granted. The town assessors there-
upon appealed the ATB decision to
the Appeals Court.

The Appeals Court noted that the tax-
payers operated nursing homes pri-
marily for Medicaid patients. The plain-
tiffs had formed “for profit” corporations
under M.G.L. Ch.156B, and all the
shares of the capital stock were owned
by a M.G.L. Ch.180 charitable corpo-
ration. An unusual provision of each
corporate charter was the expressed
intent to be entitled to exemption from
federal income taxes by qualifying as a
charitable corporation under Section
501(c)(3) of the Internal Revenue
Code. Each corporation was, in fact,
granted Section 501(c)(3) status. The
corporate charters also provided that
no directors or stockholders could re-
tain any profits. Furthermore, upon dis-
solution, the assets could not be ap-

plied to the benefit of the directors or
shareholders.

The Appeals Court analyzed the lan-
guage in M.G.L. Ch.59 Sec.5 CI.3. By
its terms, the statute did not require an
eligible taxpayer to be incorporated
under M.G.L. Ch.180 as a charitable
corporation. The court agreed with the
ATB's “functional test” to determine
Clause 3 eligibility, i.e., the corporate
charter, the by-laws and activities must
show the taxpayer qualifies as a “char-
itable organization.” According to the
Appeals Court, formation under a par-
ticular chapter of the General Laws
was not controlling. More persuasive to
the court was the Section 501(c)(3)
charitable corporation status granted
by the Internal Revenue Service to the
plaintiffs.

The South Hadley assessors had ar-
gued that each corporation could
change its articles of organization and
by-laws to permit distributions for pri-
vate benefit. The Appeals court, how-
ever, merely observed that such a dis-
tribution was not permissible at the
present time. If and when that event oc-
curred, the court reasoned there would
be no further exemption from local
taxes.

As a matter of law, the court held that
operating a nursing home for the el-
derly and the infirm was the work of a
charitable corporation. The formation
of a business corporation to operate
the nursing home did not preclude a
Clause 3 charitable exemption if the
corporate documents and activities ev-
idenced the entity to be a “charitable
organization.”

Further appellate review was denied
by the Supreme Judicial Court. =

written by James Crowley

Changes in
Veterans’ Exemptions

Recently, the general court reviewed
the property tax exemptions for veterans
(M.G.L. Ch.59, Sec.5, Cl. 22) and passed
legislation which changed the exemp-
tions, the reimbursement amounts and
increased the state appropriation for
these reimbursements.

Chapter 88 of the Acts of 1997 in-
creased all Clause 22 property tax ex-
emptions and state reimbursements
for exemptions by $75 beginning in
FY98. In addition, Chapter 88 provided
state reimbursement for Clause 22(a-f)
exemptions for the first time. It is esti-
mated that communities grant nearly
45,000 Clause 22(a-f) exemptions an-
nually. To fund the increased exemp-
tion amounts through state reimburse-
ment, the FY98 state budget (Chapter
43 of the Acts of 1997) increased the
funding level for the veterans, blind,
and surviving spouses reimbursement
program from $4.5 million to $8.2 million.

The changes in the Clause 22 property
tax exemptions prompted the Division
of Local Services to review the report-
ing requirements and procedures for
reimbursing communities. This review
resulted in the revision of all forms sub-
mitted by local assessors for reim-
bursements. The Division issued an In-
formational Guideline Release (IGR)
97-303 in September 1997. This IGR
outlined procedural changes when re-
porting exemptions granted by local
boards of assessors and provided
copies of the revised forms.

Assessors may consider increasing
their overlay reserve account to allow
for these additional exemptions. m

written by Melinda J. Ordway
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on Municipal Finance

Massachusetts
State Revenues and
Budgetary Funds

The Massachusetts Department of
Revenue will collect over $13 billion in
tax revenue in FY98. With the excep-
tion of approximately $110 million in
revenue that is passed through to
Massachusetts cities and towns (in-
cluding the “local option” room occu-
pancy and jet fuel levies), virtually all
this tax revenue will fund the Common-
wealth’'s operating budget, including
local aid distributions.

“Monthly Report of Tax Collections
through September 30, 1997,” Table 1,
sets out DOR revenue collections for
the month of September 1997 and for
FY98 year-to-date, and compares
those revenues to collections in the
same period for FY97. The first page of
Table 1 provides a summary view of
the major components of tax revenue,
highlighting the most important cate-
gories: income tax (including withhold-

ing), sales and use taxes, corporate
and other business excise taxes. Page
one also includes FY98 full year esti-
mates for each of these tax categories,
as well as the year-to-date “benchmark
range” that DOR uses to judge whether
revenue collections are on track for the
full fiscal year revenue estimate.

State Revenues

As Table 1 indicates, in the first quarter
of FY98 total tax revenue collections
are exhibiting healthy growth. Through
September 30, 1997, FY98 year-to-date
DOR receipts were up 7.4 percent from
the same period in FY97. Income tax
revenues, which account for approxi-
mately 50 to 60 percent of the Com-
monwealth’s total annual tax collec-
tions, have also increased by 7.4
percent. Within the income tax cate-
gory, “tax withheld” is considered by
many analysts to be the most important
indicator of underlying economic activ-
ity, because it is deducted from work-
ers’ paychecks and collected weekly,
making it likely that any change in em-
ployment levels will be reflected almost

immediately in withholding tax collec-
tions. Through September, income tax
withholding payments were up 8.6 per-
cent year-to-date, indicating that em-
ployment in Massachusetts continues
to grow. It should be noted that Sep-
tember, December, March and June
are important months for income tax
receipts, because estimated income
tax payments are due at the end of
each quarter.

Sales, meals, and use tax collections
are also considered important indica-
tors of the state’s economic health, as
they reflect the growth in retail trade
throughout Massachusetts. This cate-
gory accounts for approximately 20 to
25 percent of state tax revenue collec-
tions. Through September 30, FY98
sales tax collections had grown by 7.7
percent, indicating that consumers
continued to purchase taxable items at
a good pace.

Corporate excise tax is the other major
component of state tax, accounting for

continued on page six []
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[J continued from page three

between 5 to 10 percent of total state
tax collections. The corporate excise
reflects the health of the business sec-
tor of the economy, since the tax is de-
pendent upon the level of corporate
profits. As with the personal income
tax, the September, December, March
and June quarters are important bell-
wethers, since corporate estimated
payments are due in those months.

Business and other excise taxes, as
well as taxes collected by other state
agencies, account for the remaining
14 percent of total state tax collections.
The most important of these taxes in
dollar terms are the motor fuels tax
($602 million), generated primarily
from a 21 cent tax on gasoline pur-
chases, and the excise tax on insur-
ance companies, which generates ap-
proximately $300 million.

The September report shows that in
FY98 tax collections have increased at
a rate greater than the estimate for the
full fiscal year, which calls for annual
growth of 1.5 percent over FY97. On
October 15, 1997, to reflect the higher
than projected collections, the Secre-
tary of Administration and Finance
raised the FY98 tax revenue estimate
by $140 million.

Budgetary Funds

The first page of each monthly report
(Table 1) also breaks out revenue col-
lections by budgetary fund. All state
revenues are deposited in one of the
Commonwealth’s funds (of which there
are more than 40), and all state expen-
ditures are charged to those same
funds. As the September report shows,
most (94 percent) of state tax revenues
collected are deposited in the General
and Local Aid funds. The income,
sales, and corporate taxes are allo-
cated 60 percent to the General Fund
(to which is charged general govern-
ment expenditures) and 40 percent to
the Local Aid Fund (which pays for
local aid and education distributions to
cities and towns, as well as other state
expenditures that benefit localities).
Motor fuels tax revenues are the main
source for deposits to the Highway
Fund, which is used to pay for highway
construction, maintenance and debt
service on highway related borrow-
ings. In Massachusetts state finance
terms, the General, Local Aid and
Highway funds are known as the “three
major funds,” and these are three
funds that the Commonwealth is re-
quired to balance at the end of each

fiscal year.

Of the remaining $239 million in tax rev-
enues that are deposited in funds other
than the General, Local Aid, and High-
way Funds, the bulk is made up of the
cigarette tax, approximately $200 mil-
lion of which pays for anti-smoking and
health care programs, and the room
tax, approximately $30 million of which
funds tourism promotion activities.

The growth in FY98 Massachusetts tax
revenue receipts is a continuation of a
trend. While recent growth has been
well below the rates seen in the early to
mid 1980’s (Figure 1), since FY91 state
tax revenue collections have grown be-
tween 4.8 percent and 7.9 percent,
with FY97 collections 6.7 percent
above FY96. Since FY90, revenue has
increased from $9.0 billion to $12.9 bil-
lion as indicated in Figure 2. Much of
the revenue growth has been allocated
to cities and towns, in the form of in-
creased education and other local aid.
These increases have occurred de-
spite the 21 tax cuts that have been im-
plemented since FY91, which have re-
duced Massachusetts tax collections
by over $1.2 billion dollars. =
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DLS upPDATE

Bruce Stanford
Honored

Bruce H. Stanford, Tax Counsel in the
Property Tax Bureau of the Division of
Local Services, has received two pres-
tigious awards for his participation and
leadership in the state’s Regulation Re-
view Project. The Governor’s Pride in
Performance Award Program on Octo-
ber 9 recognized Bruce for his leader-
ship in developing a “how to” guide to
writing regulations and his contribution
to the review of over 20,000 pages of
Massachusetts regulations.

Pride in Performance awards are
given to public employees who make
meaningful contributions that distin-
guish them from their peers. These
special awards focus attention on con-
sistent, positive achievement by both
individuals and teams.

As a member of the Regulation Review
Project Team, Bruce also received a

Manual Carballo Governor’s Award for
Excellence in Public Service. This
award is given to dedicated and innov-
ative employees who “represent the
key ideals of government and strive for
the highest standards of service for the
people of Massachusetts.” In a period
of less than a year, 22 percent of the
original 1600 regulations within the
Code of Massachusetts Regulations
were eliminated and another 49 percent
were significantly decreased. (For ad-
ditional information see "Cutting Red
Tape — Executive Order 384.” City &
Town, Vol. 10, No. 6, July/August
1997:1.) m

DLS Welcomes Jean
McCarthy

Jean McCarthy has rejoined the Divi-
sion of Local Services as Executive
Assistant to Deputy Commissioner
Joseph Chessey. Jean’s primary re-
sponsibilities include assisting the
Deputy Commissioner and oversee-

[ continued from page one Managing the Budget Process

ing media interaction, public informa-
tion and training programs. Jean ex-
pressed pleasure at once again being
able to work directly on local govern-
ment issues.

Most recently, Jean was an appraisal
officer at the Massachusetts Housing
Finance Agency where, in addition to
her appraisal responsibilities, she coor-
dinated a training program in real es-
tate appraisal. From 1980 to 1990 Jean
was at the Division of Local Services
serving first as special projects coordi-
nator and then as the training coordi-
nator. Under her leadership, the 101
Course for local assessors, the course
for assessor’s clerks, the course for tax
collectors, and the course for treasur-
ers were developed as well as training
manuals. She also coordinated the de-
velopment of a number of special
workshops such as “What's New in Mu-
nicipal Law.” m

to provide parameters to guide depart-
ment heads in preparing their budgets.

Since the budget allocates scarce re-
sources among many competing
needs, it implicitly establishes the
community’s financial policies. How-
ever, in a good budget, these financial
policies are stated clearly and explic-
itly so that those reviewing the budget
can readily understand, discuss and
debate these policies. Preparing writ-
ten financial policies that can be ap-
plied and refined for use in future years
provides a solid framework for budget
decisions and promotes continuity in
the planning and budgeting process.
This approach is advantageous since
government decisions are often based
on the long-term with projects and ini-
tiatives spanning several years or ben-
efiting future generations.

There are several areas where finan-
cial policies make sense. Communi-
ties should consider policies regard-
ing the level of free cash and
stabilization fund reserves and how
these reserves are to be used. For ex-
ample, it is prudent to avoid using
these reserves for operating expenses
as they are not “recurring” revenue
sources. Maintaining free cash bal-
ances in the area of three to five per-
cent of the budget provides funding
for unforeseen or emergency ex-
penses, reduces the need for cash
flow borrowing and demonstrates to
bond rating agencies that a commu-
nity is living within its means. Policies
on the amount needed in the stabiliza-
tion fund vary depending on what big
ticket items need funding in future
years. For example, a community may
decide to build this account aggres-

sively in the years prior to a new school
project to reduce the amount to be bor-
rowed or to cushion the impact on the
tax rate.

It is important to remember that finan-
cial goals should be tailored to meet a
community’s specific needs. If your
community has little or no free cash, it
is probably unreasonable to achieve a
balance of five percent in one year.
Similarly, a community that has de-
ferred capital improvements will find it
very difficult to devote even one or two
percent of the budget for capital main-
tenance or to fund a capital budget.
This does not mean that these financial
goals are not worthwhile. Rather, these
policies can be phased-in gradually so
that they are realistic and achievable
for your particular community. m
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Municigal Fiscal Calendar

Data Bank Highlight

December 15

Taxpayer: Deadline for Applying for Property Tax Exemptions for Persons

If tax bills are mailed after September 15, taxpayers have 3 months from the
mailing date to file applications for exemptions.

Accountant/Superintendent/School Committee: Submit Amendments to End
of School Year Report to DOE
Last filing date to impact next year's Chapter 70 State Aid.

December 31
State Treasurer: Notification of Quarterly Local Aid Payments on or Before
December 31

Taxpayer: Deadline for Filing Application for Abatement of Motor Vehicle Ex-
cise For Prior Calendar Year

Water/Sewer Commissioners: Deadline for Betterments to be Included on
Next Year’s Tax Bill (M.G.L. Ch. 80, Sec. 13 and Ch. 83, Sec. 27)
Selectmen: Begin to Finalize Budget Recommendation for Review by Finance
Committee

Assessors: Mail 3-ABC Forms to All Eligible Non-Profit Organizations
Collector: Deadline for Mailing Third Quarterly Tax Bill

9M 11/97 DC97BO4

Actual vs. Estimated Local
Receipts

The Actual vs. Estimated Local Re-
ceipts Report shows the standard local
receipts reported on the tax recapitula-
tion sheet. This report compares three
years of estimated receipts to the com-
munity’s actual collections, thereby al-
lowing local officials to evaluate the ac-
curacy of their estimates. Local receipts
are a component in balancing munici-
pal budgets. DLS uses general and re-
curring receipts in the calculation of the
Municipal Revenue Growth Factor.

To obtain Municipal Data Bank information contact:
John Sanguinet at (617) 626-2355 for printed re-
ports and data files; Burt Lewis at (617) 626-2358

for the On-Line Access System; or use the World
Wide Web address below.

City & Town

City & Town is published by the Massachusetts
Department of Revenue’s Division of Local Serv-
ices (DLS) and is designed to address matters
of interest to local officials. DLS offers numerous
publications on municipal law and finance, avail-
able by calling (617) 626-2300, or through the
DLS World Wide Web site at http://www.state.
ma.us/dls or by writing to PO Box 9655, Boston,
MA 02114-9655.
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